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SENATE BI LL 6795

St ate of WAshi ngt on 59th Legislature 2006 Regul ar Sessi on

By Senators Fraser and Rasnmussen; by request of Select Conmttee on
Pensi on Policy

Read first time 01/24/2006. Referred to Commttee on Ways & Means.

AN ACT Relating to public pensions that replaces gain-sharing
provisions wth certain changes in benefits for the teachers'
retirement system the school enployees' retirenent system and the
public enpl oyees' retirenent system anendi ng RCW41.32.835, 41.32. 840,
41. 34. 040, 41.34.040, 41.34.060, 41.34.110, 41.35.610, 41.35.620,
41. 40. 010, 41.40.790, 41.45.061, and 41.45.070; reenacting and anendi ng
RCW 41. 32. 010; adding new sections to chapter 41.32 RCW adding new
sections to chapter 41.35 RCW adding a new section to chapter 41.40
RCW <creating new sections; repealing RCW 41.31.010, 41.31.020,
41.31. 030, 41.31A 010, 41.31A 020, 41.31A 030, and 41.31A 040; and
provi ding effective dates.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCW 41.32.010 and 2005 c¢c 131 s 8 and 2005 ¢ 23 s 1 are
each reenacted and anmended to read as foll ows:

As used in this chapter, unless a different neaning is plainly
required by the context:

(1)(a) "Accumul ated contributions” for plan 1 nmenbers, neans the
sum of all regular annuity contributions and, except for the purpose of
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wthdrawal at the time of retirenment, any anmount paid under RCW
41.50.165(2) with regular interest thereon.

(b) "Accumul ated contributions” for plan 2 nenbers, nmeans the sum
of all contributions standing to the credit of a nenber in the nenber's
i ndi vi dual account, including any anount paid under RCW 41.50. 165(2),
together with the regular interest thereon.

(2) "Actuarial equivalent" nmeans a benefit of equal value when
conputed upon the basis of such nortality tables and regul ations as
shal | be adopted by the director and regul ar interest.

(3) "Annuity" neans the noneys payable per year during life by
reason of accunul ated contri butions of a nenber.

(4) "Menber reserve" neans the fund in which all of the accunul ated
contributions of nenbers are held.

(5 (a) "Beneficiary" for plan 1 nenbers, mneans any person in
receipt of a retirenment allowance or other benefit provided by this
chapter.

(b) "Beneficiary" for plan 2 and plan 3 nenbers, neans any person
in receipt of a retirenent allowance or other benefit provided by this
chapter resulting from service rendered to an enployer by another
per son.

(6) "Contract" mneans any agreenment for service and conpensation
bet ween a nenber and an enpl oyer.

(7) "Creditable service" neans nenbership service plus prior
service for which credit is allowable. This subsection shall apply
only to plan 1 nenbers.

(8) "Dependent" neans receiving one-half or nore of support froma
menber .

(9) "Disability allowance" means nonthly paynments during
disability. This subsection shall apply only to plan 1 nenbers.

(10)(a) "Earnable conpensation” for plan 1 nenbers, neans:

(i) Al salaries and wages paid by an enployer to an enployee
menber of the retirenment system for personal services rendered during
a fiscal year. In all cases where conpensation includes naintenance
the enpl oyer shall fix the value of that part of the conpensation not
paid in noney.

(i1) For an enployee nenber of the retirenent systemteaching in an
ext ended school year program two consecutive extended school years, as
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defined by the enployer school district, may be used as the annua
period for determ ning earnable conpensation in lieu of the two fiscal
years.

(1i1) "Earnabl e conpensation” for plan 1 nenbers also includes the
followi ng actual or inputed paynents, which are not paid for persona
servi ces:

(A) Retroactive paynents to an individual by an enployer on
reinstatenent of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndi vidual would have earned during a payroll period shall be
consi dered earnabl e conpensation and the individual shall receive the
equi val ent service credit.

(B) If a leave of absence, w thout pay, is taken by a nenber for
t he purpose of serving as a nenber of the state | egislature, and such
menber has served in the legislature five or nore years, the salary
whi ch woul d have been received for the position fromwhich the | eave of
absence was taken shall be considered as conpensation earnable if the
enpl oyee' s contribution thereon is paid by the enployee. In addition,
where a nenber has been a nenber of the state legislature for five or
nmore years, earnable conpensation for the nenber's two highest
conpensated consecutive years of service shall include a sum not to
exceed thirty-six hundred dollars for each of such two consecutive
years, regardless of whether or not |egislative service was rendered
during those two years.

(iv) For nenbers enployed less than full tinme wunder witten
contract with a school district, or comunity college district, in an
i nstructional position, for which the nmenber receives service credit of
| ess than one year in all of the years used to determ ne the earnable
conpensation used for conputing benefits due under RCW 41.32.497,
41.32.498, and 41.32.520, the nenber may elect to have earnable
conpensation defined as provided in RCW41. 32. 345. For the purposes of
this subsection, the term"instructional position” neans a position in
whi ch nore than seventy-five percent of the nenber's tine is spent as
a classroom instructor (including office hours), a Ilibrarian, a
psychol ogi st, a social worker, a nurse, a physical therapist, an
occupational therapist, a speech |anguage pathol ogi st or audi ol ogi st,
or a counselor. Earnable conmpensation shall be so defined only for the
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pur pose of the calculation of retirenent benefits and only as necessary
to insure that nenbers who receive fractional service credit under RCW
41.32.270 receive benefits proportional to those received by nenbers
who have received full-tinme service credit.

(v) "Earnabl e conpensation"” does not include:

(A) Remuneration for wunused sick |eave authorized under RCW
41. 04. 340, 28A. 400.210, or 28A. 310.490;

(B) Renmuneration for unused annual |eave in excess of thirty days
as aut horized by RCW43.01. 044 and 43. 01. 041.

(b) "Earnabl e conpensation” for plan 2 and plan 3 nenbers, neans
salaries or wages earned by a nenber during a payroll period for
personal services, including overtine paynents, and shall include wages
and sal ari es deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shal | exclude |unp sum paynents for deferred annual sick |eave, unused
accunul ated vacation, unused accunul ated annual |eave, or any form of
severance pay.

"Earnabl e conpensation” for plan 2 and plan 3 nmenbers al so includes
the foll owi ng actual or inputed paynents which, except in the case of
(b)(ii)(B) of this subsection, are not paid for personal services:

(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndi vidual would have earned during a payroll period shall be
consi dered earnabl e conpensation, to the extent provided above, and the
i ndi vi dual shall receive the equivalent service credit.

(i) In any year in which a nenber serves in the legislature the
menber shall have the option of having such nenber's earnable
conpensati on be the greater of:

(A) The earnable conpensation the nenber would have received had
such nenber not served in the legislature; or

(B) Such nenber's actual earnable conpensation received for
teaching and legislative service conbined. Any additional
contributions to the retirenent system required because conpensation
earnable under (b)(ii)(A) of this subsection is greater than
conpensation earnabl e under (b)(ii)(B) of this subsection shall be paid
by the nmenber for both nmenber and enpl oyer contributions.
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(11) "Enpl oyer"” neans the state of Washington, the school district,
or any agency of the state of Washi ngton by which the nenber is paid.

(12) "Fiscal year" neans a year which begins July 1st and ends June
30th of the follow ng year.

(13) "Former state fund® neans the state retirenent fund in
operation for teachers under chapter 187, Laws of 1923, as anended.

(14) "Local fund" neans any of the local retirenment funds for
teachers operated in any school district in accordance with the
provi sions of chapter 163, Laws of 1917 as anended.

(15) "Menber" neans any teacher included in the nenmbership of the
retirement system who has not been renoved from nenbership under RCW
41.32.878 or 41.32.768. Al so, any other enployee of the public schools
who, on July 1, 1947, had not elected to be exenpt from nenbership and
who, prior to that date, had by an authorized payroll deduction,
contributed to the nenber reserve.

(16) "Menbership service" neans service rendered subsequent to the
first day of eligibility of a person to nenbership in the retirenent
system PROVI DED, That where a nenber is enployed by two or nore
enpl oyers the individual shall receive no nore than one service credit
nmont h during any cal endar nonth in which nultiple service is rendered.
The provisions of this subsection shall apply only to plan 1 nenbers.

(17) "Pension" neans the noneys payable per year during life from
t he pension reserve.

(18) "Pension reserve" is a fund in which shall be accunul ated an
actuarial reserve adequate to neet present and future pension
liabilities of the systemand fromwhich all pension obligations are to
be pai d.

(19) "Prior service" neans service rendered prior to the first date
of eligibility to menbership in the retirement systemfor which credit
is allowable. The provisions of this subsection shall apply only to
pl an 1 nenbers.

(20) "Prior service contributions" neans contributions nade by a
menber to secure credit for prior service. The provisions of this
subsection shall apply only to plan 1 nenbers.

(21) "Public school"” neans any institution or activity operated by
the state of Washington or any instrunmentality or political subdivision
t hereof enploying teachers, except the University of Wshington and
Washi ngton State University.
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(22) "Regular contributions” neans the anmounts required to be
deducted fromthe conpensation of a nenber and credited to the nenber's
i ndi vi dual account in the nmenber reserve. This subsection shall apply
only to plan 1 nenbers.

(23) "Regular interest” neans such rate as the director may
determ ne

(24)(a) "Retirenent allowance" for plan 1 nenbers, neans nonthly
paynents based on the sum of annuity and pension, or any optiona
benefits payable in lieu thereof.

(b) "Retirenment allowance" for plan 2 and plan 3 nenbers, neans
monthly paynments to a retiree or beneficiary as provided in this
chapter.

(25) "Retirement systemi neans the Washington state teachers
retirenment system

(26)(a) "Service" for plan 1 nenbers neans the tine during which a
menber has been enpl oyed by an enpl oyer for conpensation.

(1) I'f a menber is enployed by two or nore enpl oyers the individual
shall receive no nore than one service credit nonth during any cal endar
month in which multiple service is rendered.

(i1) As authorized by RCW 28A 400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determining eligibility to retire under RCW41. 32.470.

(ti1) As authorized in RCWA41.32. 065, service earned in an out-of -
state retirenent systemthat covers teachers in public schools may be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.

(b) "Service" for plan 2 and plan 3 nenbers, neans periods of
enpl oynent by a nenber for one or nore enployers for which earnable
conpensation is earned subject to the follow ng conditions:

(i) A nmenber enployed in an eligible position or as a substitute
shall receive one service credit nonth for each nonth of Septenber
t hrough August of the following year if he or she earns earnable
conpensation for eight hundred ten or nore hours during that period and
i s enployed during nine of those nonths, except that a nenber may not
receive credit for any period prior to the nenber's enploynent in an
eligible position except as provided in RCW41. 32. 812 and 41. 50. 132;

(ii) I'f a nmenber is enployed either in an eligible position or as
a substitute teacher for nine nonths of the twelve nonth period between
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Septenber through August of the following year but earns earnable
conpensation for less than eight hundred ten hours but for at |east six
hundred thirty hours, he or she will receive one-half of a service
credit nonth for each nonth of the twelve nonth peri od;

(tit) Al other nenbers in an eligible position or as a substitute
teacher shall receive service credit as follows:

(A) A service credit nonth is earned in those cal endar nonths where
ear nabl e conpensation is earned for ninety or nore hours;

(B) A half-service credit nonth is earned in those cal endar nonths
where earnable conpensation is earned for at |east seventy hours but
| ess than ninety hours; and

(© A quarter-service credit nonth is earned in those cal endar
nont hs where earnable conpensation is earned for |ess than seventy
hour s.

(1v) Any person who is a nenber of the teachers' retirenment system
and who is elected or appointed to a state elective position my
continue to be a nenber of the retirenent system and continue to
receive a service credit nonth for each of the nmonths in a state
el ective position by maki ng the required nmenber contributions.

(v) Wen an individual is enployed by two or nore enployers the
i ndividual shall only receive one nonth's service credit during any
cal endar nonth in which nmultiple service for ninety or nore hours is
render ed.

(vi) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determning eligibility to retire under RCW41. 32.470. For purposes of
plan 2 and plan 3 "forty-five days" as used in RCW 28A. 400. 300 is equal
to two service credit nonths. Use of |ess than forty-five days of sick
| eave is creditable as allowed under this subsection as foll ows:

(A) Less than el even days equals one-quarter service credit nonth;

(B) Eleven or nore days but |ess than twenty-two days equal s one-
hal f service credit nonth;

(© Twenty-two days equals one service credit nonth;

(D) More than twenty-two days but less than thirty-three days
equal s one and one-quarter service credit nonth;

(E) Thirty-three or nore days but less than forty-five days equal s
one and one-half service credit nonth.
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(vii) As authorized in RCW41.32. 065, service earned in an out-of -
state retirenent systemthat covers teachers in public schools may be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.

(viiti) The departnment shall adopt rules inplenmenting this
subsecti on.

(27) "Service credit year" neans an accunmulation of nonths of
service credit which is equal to one when divided by twelve.

(28) "Service credit nonth" nmeans a full service credit nonth or an
accunul ation of partial service credit nonths that are equal to one.

(29) "Teacher" neans any person qualified to teach who is engaged
by a public school in an instructional, adm nistrative, or supervisory
capacity. The termincludes state, educational service district, and
school district superintendents and their assistants and all enpl oyees
certificated by the superintendent of public instruction; and in
addition thereto any full time school doctor who is enployed by a
public school and renders service of an instructional or educationa
nat ur e.

(30) "Average final conpensation” for plan 2 and plan 3 nenbers,
means the nenber's average earnable conpensation of the highest
consecutive sixty service credit nonths prior to such nmenber's
retirement, termnation, or death. Periods constituting authorized
| eaves of absence may not be used in the cal cul ation of average final
conpensati on except under RCW41.32.810(2).

(31) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.

(32) "Departnent” neans the departnent of retirenment systens
created in chapter 41.50 RCW

(33) "Director” neans the director of the departnent.

(34) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or elected or appointed
as a nmenber of the |egislature.

(35) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(36) "Substitute teacher" neans:

(a) A teacher who is hired by an enployer to work as a tenporary

SB 6795 p. 8
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teacher, except for teachers who are annual contract enployees of an
enpl oyer and are guaranteed a m ni num nunber of hours; or

(b) Teachers who either (i) work in ineligible positions for nore
t han one enployer or (ii) work in an ineligible position or positions
together with an eligible position.

(37)(a) "Eligible position" for plan 2 nenbers from June 7, 1990,
t hrough Septenber 1, 1991, neans a position which normally requires two
or nore uninterrupted nonths of creditable service during Septenber
t hrough August of the follow ng year.

(b) "Eligible position'" for plan 2 and plan 3 on and after
Septenber 1, 1991, neans a position that, as defined by the enployer,
normally requires five or nore nonths of at |east seventy hours of
ear nabl e conpensation during Septenber through August of the foll ow ng
year.

(c) For purposes of this chapter an enployer shall not define
"position” in such a manner that an enployee's nonthly work for that
enpl oyer is divided into nore than one position.

(d) The elected position of the superintendent of public
instruction is an eligible position.

(38) "Plan 1" neans the teachers' retirenment system plan 1
providing the benefits and funding provisions covering persons who
first becanme nenbers of the systemprior to Cctober 1, 1977.

(39) "Plan 2" neans the teachers' retirenment system plan 2
providing the benefits and funding provisions covering persons who
first becane nenbers of the system on and after COctober 1, 1977, and
prior to July 1, 1996.

(40) "Plan 3" neans the teachers' retirenent system plan 3
providing the benefits and funding provisions covering persons who
first becone nenbers of the system on and after July 1, 1996, or who
transfer under RCW 41. 32. 817.

(41) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itens conpiled by the bureau of |abor
statistics, United States departnent of |abor.

(42) "Index A" neans the index for the year prior to the
determ nation of a postretirenent adjustnent.

(43) "Index B" neans the index for the year prior to index A

p. 9 SB 6795
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(44) "Index year" neans the earliest calendar year in which the
index is nore than sixty percent of index A

(45) "Adjustnent ratio" neans the value of index A divided by index
B

(46) "Annual increase" neans((—+nAtaty—FHfty-nine)) one dollar
and fifty-seven cents per nonth per year of service which anpbunt shal
be increased each July 1st by three percent, rounded to the nearest
cent .

(47) "Menber account” or "nmenber's account” for purposes of plan 3
means the sumof the contributions and earnings on behalf of the nenber
in the defined contribution portion of plan 3.

(48) "Separation from service or enploynent” occurs when a person
has term nated all enploynent with an enpl oyer.

(49) "Enployed" or "enployee" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work.
The departnment shall adopt rules and interpret this subsection
consistent wth conmon | aw.

Sec. 2. RCW 41.32.835 and 1995 ¢ 239 s 105 are each anended to
read as foll ows:

(1) Al teachers who first becone enployed by an enployer in an
eligible position on or after ((3uy31+—31996—~shall—berenbers—ofplan
3)) July 1, 2007, shall have a period of ninety days to neke an
irrevocable choice to becone a nenber of plan 2 or plan 3. At the end
of ninety days, if the nenber has not nade a choice to becone a nenber
of plan 2, he or she becones a nenber of plan 3.

(2) For admnistrative efficiency, until a nenber elects to becone
a nmenber of plan 3, or becones a nenber of plan 3 by default under
subsection (1) of this section, the nenber shall be reported to the
departnent in plan 2, with nenber and enployer contributions. Upon
becoming a nenber of plan 3 by election or by default, all service
credit shall be transferred to the nmenber's plan 3 defined benefit, and
all enployee accunulated contributions shall be transferred to the
nenber's plan 3 defined contribution account.

Sec. 3. RCW 41.32.840 and 1996 ¢ 39 s 4 are each anended to read
as foll ows:

SB 6795 p. 10
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(1) A nenber of the retirenment system shall receive a retirenment
al l onance equal to one percent of such nenber's average final
conpensation for each service credit year.

(2) In lieu of the retirenent allowance under subsection (1) of
this section, a nenber of the retirement system who elects to
participate under section 4 of this act shall receive:

(a) A nonthly retirenent allowance equal to one percent of such
nenber's average final conpensation for each service credit year; and

(b) An additional retirenent allowance equal to the excess, if any,

of :

(i) One percent of such nenber's average final conpensation for
each service credit year fromthe date of election; over

(ii) The nonthly annuity offset.

(A) The nonthly annuity offset fromthe date of election shall be
the actuarial equivalent value of the nenber's account under chapter
41.34 RCW at separation, fromthe m ninmumcontributions required under
RCWA41.34.040 as if it were paid at nornal retirenent as a single-life
annuity wth a three percent annual cost-of-living adjustnent
comenci ng one year fromthe date of nornmal retirenent.

(B) For the purposes of this subsection, "actuarial equivalent”
neans a benefit of equal value when conputed upon the basis of such
nortality tables and requlations as shall be adopted by the director
and reqular interest.

(3) A nenber who elects to participate under section 4 of this act
must, after election, earn at least ten service credit years, or five
service credit years including twelve service credit nonths after age
fifty-four, to be eligible for the benefit provided in subsection
(2)(b) of this section.

(4) The retirenent allowance payable under RCW 41.32.875 to a
menber who separates after having conpleted at |east twenty service
credit years shall be increased by twenty-five one-hundredths of one
percent, conpounded for each nonth fromthe date of separation to the
date that the retirenent all owance commences.

NEW SECTION. Sec. 4. A new section is added to chapter 41.32 RCW
under the subchapter heading "plan 3" to read as foll ows:

Begi nning July 1, 2007, and through June 30, 2008, nenbers who
exercised an irrevocable option to transfer to plan 3 prior to January

p. 11 SB 6795
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1, 2007, may nmake an irrevocable election, filed in witing with the
departnent, to participate in the prospective contribution and benefit
provi si ons under RCW 41. 32.840(2) and 41. 34. 040.

NEW SECTION. Sec. 5. A new section is added to chapter 41.32 RCW
under the subchapter heading "plan 3" to read as foll ows:

Beginning July 1, 2007, and through June 30, 2008, a nenber who
established nenbership wunder RCW 41.32.835 may neke a one-tine
irrevocable election, filed in witing with the departnent, to |eave
any service credit earned as a nenber of plan 3 in plan 3 and join plan
2. A nenber who nmakes such an el ection shall becone a dual plan nenber
and may conbine service in each plan for the purpose of determning
benefit eligibility. The benefits of such nenbers shall be
admnistered in the same manner as benefits adm nistered under the
provi sions of chapter 41.54 RCW w th such nenbers being treated as if
they were nenbers of different systens for portability purposes. The
departnent shall adopt rules to ensure the portability of such nenbers
plan 2 and plan 3 benefits.

Sec. 6. RCWA41.34.040 and 2003 ¢ 156 s 1 are each anended to read
as follows:

(1) A nenber shall contribute from his or her conpensation
according to one of the following rate structures in addition to the
mandatory m ninum five percent:

Option A Contribution Rate
All Ages 0.0% fixed
Option B

Upto Age35 0.0%
Age 351044 1.0%

Age 45 and above 2.5%
Option C

Upto Age35 1.0%
Age35to 44 2.5%
Age 45 and above 3.5%
Option D

All Ages 2.0%
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Option E
All Ages 5.0%

Option F
All Ages 10.0%

(2) The board shall have the right to offer contribution rate
options in addition to those listed in subsection (1) of this section,
provided that no significant additional admnistrative costs are
creat ed. All options offered by the board shall conform to the
requi renents stated in subsections (3) and (5) of this section.

(3)(a) For nmenbers of the teachers' retirenment systementering plan
3 under RCW 41.32.835 or nenbers of the school enployees' retirenent
system entering plan 3 under RCW 41.35.610, within ninety days of
becom ng a nenber he or she has an option to choose one of the above
contribution rate structures. |If the nenber does not select an option
wi thin the ninety-day period, he or she shall be assigned option A

(b) For nenbers of the public enployees' retirenment systementering
plan 3 under RCW 41.40.785, within the ninety days described in RCW
41. 40. 785 an enpl oyee who irrevocably chooses plan 3 shall select one
of the above contribution rate structures. If the menber does not
select an option within the ninety-day period, he or she shall be
assigned option A

(c) For nenbers of the teachers' retirenent systemtransferring to
pl an 3 under RCW41.32.817, nenbers of the school enployees' retirenent
system transferring to plan 3 under RCW 41.35.510, or nenbers of the
public enployees' retirenment system transferring to plan 3 under RCW
41.40. 795, upon election to plan 3 he or she nust choose one of the
above contribution rate structures.

(d) Wthin ninety days of the date that an enployee changes
enpl oyers, he or she has an option to choose one of the above
contribution rate structures. |If the nenber does not select an option
within this ninety-day period, he or she shall be assigned option A

(4) Each year, nmenbers may change their contribution rate option by
notifying their enployer in witing during the nonth of January.

(5) Contributions shall begin the first day of the pay cycle in
which the rate option is nmade, or the first day of the pay cycle in
whi ch the end of the ninety-day period occurs.

(6) A nenber of the teachers' retirenent system who elects to
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partici pate under section 4 of this act shall contribute a m ni num of
Si x percent of conpensation which shall be directed to the WAshi ngton
state investnent board investnent program

(7) A nenber of the school enployees' retirenment system who elects
to participate under section 12 of this act shall contribute a m ni num
of five percent of conpensation which shall be directed to the
Washi ngton state investnent board investnent program

(8) A nenber of the public enployees' retirenment systemwho elects
to participate under section 16 of this act shall contribute a m ni num
of five percent of conpensation which shall be directed to the
Washi ngton state investnent board investnent program

Sec. 7. RCWA41.34.040 and 2006 ¢ ... s 6 (section 6 of this act)
are each anended to read as foll ows:
(1) A nenber shall contribute from his or her conpensation

according to one of the following rate structures in addition to the
mandatory m ninum five percent:

Option A Contribution Rate
All Ages 0.0% fixed
Option B

Upto Age35 0.0%
Age 351044 1.0%

Age 45 and above 2.5%
Option C

Upto Age35 1.0%
Age35to 44 2.5%
Age 45 and above 3.5%
Option D

All Ages 2.0%
Option E

All Ages 5.0%
Option F

All Ages 10.0%

(2) The board shall have the right to offer contribution rate
options in addition to those listed in subsection (1) of this section,
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provided that no significant additional admnistrative costs are
creat ed. All options offered by the board shall conform to the
requirenments stated in subsections (3) and ((£5))) (4) of this section

(3)(a) For nenbers of the teachers' retirenment systementering plan
3 under RCW 41.32.835 or nenbers of the school enployees' retirenent
system entering plan 3 under RCW 41.35.610, within ninety days of
becom ng a nmenber he or she has an option to choose one of the above
contribution rate structures. |If the nenber does not select an option
within the ninety-day period, he or she shall be assigned option A

(b) For nenbers of the public enployees' retirenent systementering
plan 3 under RCW 41.40.785, within the ninety days described in RCW
41.40. 785 an enpl oyee who irrevocably chooses plan 3 shall select one
of the above contribution rate structures. If the nenber does not
select an option within the ninety-day period, he or she shall be
assigned option A

(c) For nenbers of the teachers' retirenment systemtransferring to
pl an 3 under RCW 41.32.817, nenbers of the school enployees' retirenent
system transferring to plan 3 under RCW 41.35.510, or nenbers of the
public enpl oyees' retirenment system transferring to plan 3 under RCW
41. 40.795, upon election to plan 3 he or she nust choose one of the
above contribution rate structures.

(d) Wthin ninety days of the date that an enployee changes
enpl oyers, he or she has an option to choose one of the above
contribution rate structures. |f the nenber does not select an option
within this ninety-day period, he or she shall be assigned option A

(4) (( Baeh—year—nenbers—may—change—theilr—eontri-bub-on—rate—option

£5))) Contributions shall begin the first day of the pay cycle in
which the rate option is nmade, or the first day of the pay cycle in
whi ch the end of the ninety-day period occurs.

((66))) (5) A nenber of the teachers' retirenment system who el ects
to participate under RCW 41.32.--- (section 4 of this act) shall
contribute a mninmum of six percent of conpensation which shall be
directed to the Washi ngton state investnent board investnent program

((6H)) (B) A nenber of the school enployees' retirenent system who
elects to participate under RCW 41.35.--- (section 12 of this act)
shall contribute a m ninum of five percent of conpensation which shal
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be directed to the Wshington state investnent board investnent

program
((68))) (7) A nmenber of the public enployees' retirenent system who
elects to participate under RCW 41.40.--- (section 16 of this act)

shall contribute a m ninum of five percent of conpensation which shal
be directed to the Wshington state investnent board investnent
pr ogram

Sec. 8. RCW41.34.060 and 2001 c 180 s 2 are each anended to read
as follows:

(1) Except as provided in subsection (3) of this section, the
menber's account shall be invested by the state investnent board. In
order to reduce transaction costs and address liquidity issues, based
upon reconmendations of the state investnent board, the departnent may
require nenbers to provide up to ninety days' notice prior to noving
funds from the state investnment board portfolio to self-directed
i nvest ment options provided under subsection (3) of this section.

(a) For nenbers of the retirement systemas provided for in chapter
41.32 RCWof plan 3, investnent shall be in the sane portfolio as that
of the teachers' retirenent system conbined plan 2 and 3 fund under RCW
41.50. 075(2).

(b) For nenbers of the retirenment systemas provided for in chapter
41.35 RCWof plan 3, investnent shall be in the sane portfolio as that
of the school enployees' retirenent system conbined plan 2 and 3 fund
under RCW 41.50.075(4).

(c) For nenbers of the retirenment systemas provided for in chapter
41.40 RCWof plan 3, investnent shall be in the sane portfolio as that
of the public enployees' retirenment system conbined plan 2 and 3 fund
under RCW 41. 50. 075(3).

(2) The state investnent board shall declare nonthly unit val ues
for the portfolios or funds, or portions thereof, wutilized under
subsection (1)(a), (b), and (c) of this section. The declared val ues
shall be an approximation of portfolio or fund values, based on
i nternal procedures of the state investnent board. Such declared unit
val ues and internal procedures shall be in the sole discretion of the
state investnent board. The state investnent board nay del egate any of
the powers and duties under this subsection, including discretion,
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pursuant to RCW 43. 33A. 030. Menber accounts shall be credited by the
departnment with a rate of return based on changes to such unit val ues.

(3)(a) Menbers may elect to self-direct their investnents as set
forth in RCW41. 34. 130 and 43. 33A. 190.

(b) Menbers who elect to participate under sections 4, 12, and 16
of this act nay elect to self-direct their investnents for only that
portion of their investnents related to contributions above the m ni num
rates established under RCWV41. 34. 040.

Sec. 9. RCW41.34.110 and 1996 ¢ 39 s 12 are each anended to read
as follows:

(1) A nenber who separates from service and then reestablishes
menbership may restore contributions to the nmenber account.

(2) A nenber electing to participate under section 4, 12, or 16 of
this act, who separates fromservice and then reestablishes nenbership,
may continue to be eligible for benefits under RCW 41.32.840(2)(b),
41.35.620(2)(b), or 41.40.790(2)(b) by restoring all contributions to
t he nenber account nmade after the election, plus interest as determ ned
by the director.

Sec. 10. RCW 41.35.610 and 1998 c 341 s 202 are each amended to
read as foll ows:

(1) Al classified enployees who first beconme enployed by an
enployer in an eligible position on or after ((Septerber—31—2000—shall
be—renbers—ofplan—3)) July 1, 2007, shall have a period of ninety days

to nake an irrevocable choice to becone a nenber of plan 2 or plan 3.
At the end of ninety days, if the nenber has not nmade a choice to
becone a nenber of plan 2, he or she becones a nenber of plan 3.

(2) For admnistrative efficiency, until a nenber elects to becone
a nmenber of plan 3, or becones a nenber of plan 3 by default under
subsection (1) of this section, the nenber shall be reported to the
departnent in plan 2, with nenber and enployer contributions. Upon
becoming a nenber of plan 3 by election or by default, all service
credit shall be transferred to the nmenber's plan 3 defined benefit, and
all enployee accunulated contributions shall be transferred to the
nenber's plan 3 defined contribution account.
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Sec. 11. RCW 41.35.620 and 1998 c 341 s 203 are each amended to
read as foll ows:

(1) A nenber of the retirenment system shall receive a retirenment
al l owance equal to one percent of such nenber's average final
conpensation for each service credit year.

(2) In lieu of the retirenent allowance under subsection (1) of
this section, a nenber of the retirement system who elects to
participate under section 12 of this act shall receive:

(a) A nonthly retirenent allowance equal to one percent of such
nenber's average final conpensation for each service credit year; and

(b) An additional retirenent allowance equal to the excess, if any,

of :

(i) One percent of such nenber's average final conpensation for
each service credit year fromthe date of election; over

(ii) The nonthly annuity offset.

(A) The nonthly annuity offset fromthe date of election shall be
the actuarial equivalent value of the nenber's account under chapter
41.34 RCW at separation, fromthe m ninmumcontributions required under
RCWA41.34.040 as if it were paid at nornal retirenent as a single-life
annuity wth a three percent annual cost-of-living adjustnent
comenci ng one year fromthe date of nornmal retirenent.

(B) For the purposes of this subsection, "actuarial equivalent”
neans a benefit of equal value when conputed upon the basis of such
nortality tables and requlations as shall be adopted by the director
and reqular interest.

(3) A nenber who elects to participate under section 12 of this act
must, after election, earn at least ten service credit years, or five
service credit years including twelve service credit nonths after age
fifty-four, to be eligible for the benefit provided in subsection
(2)(b) of this section.

(4) The retirenent allowance payable under RCW 41.35.680 to a
menber who separates after having conpleted at |east twenty service
credit years shall be increased by twenty-five one-hundredths of one
percent, conpounded for each nonth fromthe date of separation to the
date that the retirenent all owance commences.

NEW SECTION. Sec. 12. A new section is added to chapter 41.35 RCW
under the subchapter heading "plan 3" to read as foll ows:

SB 6795 p. 18



a b~ W N

©O© 00 N O

10
11
12
13
14
15
16
17
18
19

20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Beginning July 1, 2007, and through June 30, 2008, nenbers who
exercised the irrevocable option to transfer to plan 3 prior to January
1, 2007, may make an irrevocable election, filed in witing with the
departnent, to participate in the prospective contribution and benefit
provi si ons under RCW 41. 34.040 and 41. 35.620(2).

NEW SECTION. Sec. 13. A new section is added to chapter 41.35 RCW
under the subchapter heading "plan 3" to read as foll ows:

Beginning July 1, 2007, and through June 30, 2008, a nenber who
established nenbership wunder RCW 41.35.610 may neke a one-tine
irrevocable election, filed in witing with the departnent, to |eave
any service credit earned as a nenber of plan 3 in plan 3 and join plan
2. A nenber who nakes such an el ection shall becone a dual plan nenber
and may conbine service in each plan for the purpose of determning
benefit eligibility. The benefits of such nenbers shall be
admnistered in the same manner as benefits adm nistered under the
provi sions of chapter 41.54 RCW w th such nenbers being treated as if
they were nenbers of different systens for portability purposes. The
departnent shall promulgate rules to ensure the portability of such
menbers' plan 2 and plan 3 benefits.

Sec. 14. RCW 41.40.010 and 2004 c¢ 242 s 53 are each anended to
read as foll ows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:

(1) "Retirenent systent neans the public enployees' retirenent
system provided for in this chapter.

(2) "Departnent” neans the departnent of retirenment systens created
in chapter 41.50 RCW

(3) "State treasurer” neans the treasurer of the state of
Washi ngt on.

(4)(a) "Enployer™ for plan 1 nenbers, neans every branch,
departnent, agency, comm ssion, board, and office of the state, any
political subdivision or association of political subdivisions of the
state admtted into the retirement system and legal entities
aut hori zed by RCW 35.63. 070 and 36. 70. 060 or chapter 39.34 RCW and the
termshall also include any | abor guild, association, or organization
t he nenbership of a | ocal |odge or division of which is conprised of at
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| east forty percent enployees of an enployer (other than such |abor
gui l d, association, or organization) wthin this chapter. The term may
al so include any city of the first class that has its own retirenent
system

(b) "Enployer"™ for plan 2 and plan 3 nenbers, neans every branch,
departnent, agency, conm ssion, board, and office of the state, and any
political subdivision and nunicipal corporation of the state admtted
into the retirenment system including public agencies created pursuant
to RCW 35.63.070, 36.70.060, and 39.34.030; except that after August
31, 2000, school districts and educational service districts wll no
| onger be enployers for the public enployees' retirenent system plan 2.

(5) "Menber" means any enpl oyee included in the nenbership of the
retirement system as provided for in RCW 41.40.023. RCW 41. 26. 045
does not prohibit a person otherwise eligible for nmenbership in the
retirenment system from establishing such nmenbership effective when he
or she first entered an eligible position.

(6) "Original nmenber” of this retirenment system neans:

(a) Any person who becane a nenber of the systemprior to April 1,
1949;

(b) Any person who becones a nenber through the adm ssion of an
enpl oyer into the retirenent system on and after April 1, 1949, and
prior to April 1, 1951,

(c) Any person who first beconmes a nenber by securing enploynment
with an enployer prior to April 1, 1951, provided the nenber has
rendered at | east one or nore years of service to any enployer prior to
Cctober 1, 1947,

(d) Any person who first beconmes a nenber through the adm ssion of
an enployer into the retirenment system on or after April 1, 1951,
provi ded, such person has been in the regular enploy of the enployer
for at |least six nonths of the twelve-nonth period preceding the said
adm ssi on date;

(e) Any nmenber who has restored all contributions that nay have
been withdrawn as provided by RCW 41.40. 150 and who on the effective
date of the individual's retirenent becones entitled to be credited
with ten years or nore of nenbership service except that the provisions
relating to the m ni num anount of retirenment allowance for the nenber
upon retirenment at age seventy as found in RCW41.40.190(4) shall not
apply to the nenber;
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(f) Any nenber who has been a contributor under the systemfor two
or nore years and who has restored all contributions that nmay have been
wi t hdrawn as provided by RCW41.40. 150 and who on the effective date of
the individual's retirenent has rendered five or nore years of service
for the state or any political subdivision prior to the tine of the
adm ssion of the enployer into the system except that the provisions
relating to the m ni num anount of retirenment allowance for the nenber
upon retirement at age seventy as found in RCW41.40.190(4) shall not
apply to the nenber.

(7) "New menber" nmeans a person who becones a nenber on or after
April 1, 1949, except as otherw se provided in this section.

(8)(a) "Conpensation earnable"” for plan 1 nenbers, means sal aries
or wages earned during a payroll period for personal services and where
the conpensation is not all paid in noney, nmaintenance conpensation
shall be included upon the basis of the schedul es established by the
menber' s enpl oyer.

(1) "Conpensation earnable” for plan 1 menbers also includes the
followi ng actual or inputed paynents, which are not paid for persona
servi ces:

(A) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equivalent of the salary or wage which the
i ndividual would have earned during a payroll period shall be
consi dered conpensation earnable and the individual shall receive the
equi val ent service credit;

(B) If a leave of absence is taken by an individual for the purpose
of serving in the state |legislature, the salary which woul d have been
received for the position from which the | eave of absence was taken
shall be considered as conpensation earnable iif the enployee's
contribution is paid by the enpl oyee and the enployer's contribution is
paid by the enpl oyer or enpl oyee;

(C Assault pay only as authorized by RCW27.04.100, 72.01.045, and
72.09. 240;

(D) Conmpensation that a nenber would have received but for a
disability occurring in the line of duty only as authorized by RCW
41. 40. 038;
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(E) Conpensation that a nenber receives due to participation in the
| eave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and

(F) Conpensation that a nenber receives for being in standby
st at us. For the purposes of this section, a nenber is in standby
status when not being paid for tine actually worked and the enpl oyer
requires the nenber to be prepared to report imediately for work, if
the need arises, although the need nmay not ari se.

(11) "Conpensation earnable" does not include:

(A) Remuneration for wunused sick |eave authorized under RCW
41. 04. 340, 28A. 400.210, or 28A. 310.490;

(B) Renmuneration for unused annual |eave in excess of thirty days
as aut horized by RCW43.01. 044 and 43. 01. 041.

(b) "Conpensation earnable"” for plan 2 and plan 3 nenbers, neans
salaries or wages earned by a nenber during a payroll period for
personal services, including overtine paynents, and shall include wages
and sal ari es deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shal | excl ude nonnoney nai nt enance conpensati on and | unp sum or ot her
paynents for deferred annual sick | eave, unused accunul ated vacati on,
unused accumul ated annual |eave, or any form of severance pay.

"Conpensation earnable" for plan 2 and plan 3 nenbers al so incl udes
the following actual or inputed paynents, which are not paid for
personal services:

(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equivalent of the salary or wage which the
i ndividual would have earned during a payroll period shall be
consi dered conpensation earnable to the extent provided above, and the
i ndi vidual shall receive the equivalent service credit;

(ii) I'n any year in which a nmenber serves in the |egislature, the
menber shall have the option of having such nenber's conpensation
earnabl e be the greater of:

(A) The conpensation earnable the nenber would have received had
such nenber not served in the legislature; or

(B) Such nmenber's actual conpensation earnable received for
nonl egi sl ati ve public enpl oynent and | egislative service conbi ned. Any
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additional contributions to the retirenent system required because
conpensati on earnable under (b)(ii)(A) of this subsection is greater
t han conpensation earnable under (b)(ii)(B) of this subsection shall be
paid by the nenber for both nenber and enpl oyer contributions;

(iii) Assault pay only as authorized by RCW 27.04.100, 72.01. 045,
and 72.09. 240;

(1v) Compensation that a nenber would have received but for a
disability occurring in the line of duty only as authorized by RCW
41. 40. 038;

(v) Conpensation that a nenber receives due to participation in the
| eave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and

(vi) Conpensation that a nenber receives for being in standby
st at us. For the purposes of this section, a nenber is in standby
status when not being paid for tine actually worked and the enpl oyer
requires the nenber to be prepared to report imediately for work, if
the need arises, although the need nay not ari se.

(9)(a) "Service" for plan 1 nenbers, except as provided in RCW
41.40. 088, neans periods of enploynent in an eligible position or
positions for one or nore enployers rendered to any enpl oyer for which
conpensation is paid, and includes tinme spent in office as an el ected
or appointed official of an enployer. Conpensation earnable earned in
full time work for seventy hours or nore in any given cal endar nonth
shall constitute one service credit nonth except as provided in RCW
41. 40.088. Conpensation earnable earned for |ess than seventy hours in
any cal endar nonth shall constitute one-quarter service credit nonth of
service except as provided in RCW 41.40.088. Only service credit
nmont hs and one-quarter service credit nonths shall be counted in the
conputation of any retirenent allowance or other benefit provided for
in this chapter. Any fraction of a year of service shall be taken into
account in the conputation of such retirenent allowance or benefits.
Time spent in standby status, whether conpensated or not, is not
servi ce.

(i) Service by a state enployee officially assigned by the state on
a tenporary basis to assist another public agency, shall be consi dered
as service as a state enpl oyee: PROVI DED, That service to any other
public agency shall not be considered service as a state enployee if
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such service has been used to establish benefits in any other public
retirenment system

(1i) An individual shall receive no nore than a total of twelve
service credit nonths of service during any calendar year. If an
individual is enployed in an eligible position by one or nore enpl oyers
the individual shall receive no nore than one service credit nonth
during any cal endar nmonth in which nmultiple service for seventy or nore
hours is rendered.

(iii1) A school district enployee may count up to forty-five days of
sick | eave as creditable service solely for the purpose of determning
eligibility to retire under RCW 41.40.180 as authorized by RCW
28A. 400. 300. For purposes of plan 1 "forty-five days" as used in RCW
28A. 400. 300 is equal to two service credit nonths. Use of l|ess than
forty-five days of sick leave is creditable as allowed under this
subsection as foll ows:

(A) Less than twenty-two days equals one-quarter service credit
nont h;

(B) Twenty-two days equals one service credit nonth;

(C Mre than twenty-two days but |less than forty-five days equal s
one and one-quarter service credit nonth.

(b) "Service" for plan 2 and plan 3 nenbers, neans periods of
enpl oyment by a nenber in an eligible position or positions for one or
nmore enpl oyers for which conpensation earnable is paid. Conpensation
earnabl e earned for ninety or nore hours in any cal endar nonth shal
constitute one service credit nonth except as provided in RCW
41. 40. 088. Conpensation earnable earned for at |east seventy hours but
| ess than ninety hours in any cal endar nonth shall constitute one-half
service credit nonth of service. Conpensation earnable earned for |ess
t han seventy hours in any cal endar nonth shall constitute one-quarter
service credit nonth of service. Tine spent in standby status, whether
conpensated or not, is not service.

Any fraction of a year of service shall be taken into account in
the conmputation of such retirenment all owance or benefits.

(1) Service in any state elective position shall be deened to be
full time service, except that persons serving in state elective
positions who are nenbers of the Wshington school enployees’
retirenent system t eachers’ retirenent system public safety
enpl oyees' retirenment system or |law enforcenent officers' and fire
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fighters' retirenment systemat the time of election or appointnment to
such position may elect to continue nenbership in the Washi ngt on school
enpl oyees' retirenent system teachers' retirenment system public
safety enpl oyees' retirenent system or |aw enforcenent officers' and
fire fighters' retirenent system

(ii1) A menber shall receive a total of not nore than twel ve service
credit nonths of service for such calendar year. |If an individual is
enployed in an eligible position by one or nore enployers the
i ndi vi dual shall receive no nore than one service credit nonth during
any cal endar nonth in which nmultiple service for ninety or nore hours
i s rendered.

(tit) Up to forty-five days of sick leave may be creditable as
service solely for the purpose of determning eligibility to retire
under RCW 41.40.180 as authorized by RCW 28A. 400. 300. For purposes of
plan 2 and plan 3 "forty-five days" as used in RCW 28A.400. 300 is equal
to two service credit nonths. Use of |less than forty-five days of sick
| eave is creditable as allowed under this subsection as foll ows:

(A) Less than el even days equals one-quarter service credit nonth;

(B) Eleven or nore days but less than twenty-two days equal s one-
hal f service credit nonth;

(C© Twenty-two days equals one service credit nonth;

(D) More than twenty-two days but less than thirty-three days
equal s one and one-quarter service credit nonth;

(E) Thirty-three or nore days but less than forty-five days equals
one and one-half service credit nonth.

(10) "Service credit year" neans an accumulation of nonths of
service credit which is equal to one when divided by twelve.

(11) "Service credit nmonth" neans a nonth or an accunul ati on of
nmont hs of service credit which is equal to one.

(12) "Prior service" neans all service of an original nenber
rendered to any enployer prior to Cctober 1, 1947.

(13) "Menbership service" neans:

(a) Al service rendered, as a nenber, after October 1, 1947,

(b) Al service after Cctober 1, 1947, to any enployer prior to the
time of its adm ssion into the retirement systemfor which nmenber and
enpl oyer contributions, plus interest as required by RCW 41.50. 125,
have been paid under RCW 41.40. 056 or 41.40. 057,
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(c) Service not to exceed six consecutive nonths of probationary
service rendered after April 1, 1949, and prior to becom ng a nenber,
in the case of any nenber, upon paynent in full by such nenber of the
total amount of the enployer's contribution to the retirenment fund
whi ch would have been required under the law in effect when such
probationary service was rendered if the menber had been a nenber
during such period, except that the anmount of the enployer's
contribution shall be calculated by the director based on the first
nmont h' s conpensati on earnabl e as a nenber;

(d) Service not to exceed six consecutive nonths of probationary
service, rendered after COctober 1, 1947, and before April 1, 1949, and
prior to becoming a nenber, in the case of any nenber, upon paynent in
full by such nenber of five percent of such nenber's salary during said
period of probationary service, except that the anmount of the
enpl oyer's contribution shall be calculated by the director based on
the first nonth's conpensation earnable as a nenber.

(14)(a) "Beneficiary" for plan 1 nenbers, neans any person in
recei pt of a retirenent allowance, pension or other benefit provided by
this chapter.

(b) "Beneficiary" for plan 2 and plan 3 nenbers, neans any person
inreceipt of a retirenent allowance or other benefit provided by this
chapter resulting from service rendered to an enployer by another
per son.

(15) "Regular interest” nmeans such rate as the director may
determ ne

(16) "Accunul ated contributions" neans the sumof all contributions
standing to the credit of a nenber in the nmenber's individual account,
i ncluding any anmount paid under RCW 41.50.165(2), together with the
regul ar interest thereon.

(17)(a) "Average final conpensation” for plan 1 nenbers, neans the
annual average of the greatest conpensation earnable by a nenber during
any consecutive two year period of service credit nonths for which
service credit is allowed; or if the nenber has |l ess than tw years of
service credit nonths then the annual average conpensation earnable
during the total years of service for which service credit is allowed.

(b) "Average final conpensation"” for plan 2 and plan 3 nenbers,
means the nenber's average conpensation earnable of the highest
consecutive sixty nonths of service credit nonths prior to such
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menber's retirenent, termnation, or death. Periods constituting
aut hori zed | eaves of absence may not be used in the calculation of
average final conpensation except under RCW41.40.710(2).

(18) "Final conpensation” neans the annual rate of conpensation
earnable by a nenber at the tinme of term nation of enploynent.

(19) "Annuity" means paynments for |ife derived from accumul ated
contributions of a nenber. Al'l annuities shall be paid in nonthly
i nstall nents.

(20) "Pension" neans paynents for life derived fromcontributions
made by the enployer. Al  pensions shall be paid in nonthly
i nstall nents.

(21) "Retirenent allowance" nmeans the sum of the annuity and the
pensi on.

(22) "Enployee" or "enployed" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work.
The departnment shall adopt rules and interpret this subsection
consistent with common | aw.

(23) "Actuarial equivalent" neans a benefit of equal value when
conputed upon the basis of such nortality and other tables as nmay be
adopted by the director.

(24) "Retirenent" neans wthdrawal from active service with a
retirement allowance as provided by this chapter.

(25) "Eligible position" neans:

(a) Any position that, as defined by the enployer, normally
requires five or nore nonths of service a year for which regular
conpensation for at |east seventy hours is earned by the occupant
t her eof . For purposes of this chapter an enployer shall not define
"position” in such a manner that an enployee's nonthly work for that
enpl oyer is divided into nore than one position;

(b) Any position occupied by an elected official or person
appointed directly by the governor, or appointed by the chief justice
of the suprene court under RCW 2.04.240(2) or 2.06.150(2), for which
conpensation is paid.

(26) "lIneligible position" mnmeans any position which does not
conform with the requirenents set forth in subsection (25) of this
section.
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(27) "Leave of absence" neans the period of tinme a nenber is
aut horized by the enployer to be absent from service w thout being
separated from nmenber shi p.

(28) "Totally incapacitated for duty" neans total inability to
performthe duties of a nenber's enploynent or office or any other work
for which the nenber is qualified by training or experience.

(29) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.

(30) "Director"” neans the director of the departnent.

(31) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or elected or appointed
as a nmenber of the |egislature.

(32) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(33) "Plan 1" neans the public enployees' retirenent system plan
1 providing the benefits and funding provisions covering persons who
first becanme nenbers of the systemprior to Cctober 1, 1977.

(34) "Plan 2" neans the public enployees' retirenent system plan
2 providing the benefits and funding provisions covering persons who
first becane nenbers of the system on and after COctober 1, 1977, and
are not included in plan 3.

(35) "Plan 3" neans the public enployees' retirenent system plan
3 providing the benefits and fundi ng provisions covering persons who:

(a) First beconme a nenber on or after

(i) March 1, 2002, and are enployed by a state agency or institute
of higher education and who did not choose to enter plan 2; or

(1i) Septenmber 1, 2002, and are enployed by other than a state
agency or institute of higher education and who did not choose to enter

plan 2; or

(b) Transferred to plan 3 under RCW 41. 40. 795.

(36) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itens, conpiled by the bureau of
| abor statistics, United States departnent of | abor.

(37) "Index A" nmeans the index for the year prior to the

determ nation of a postretirenent adjustnent.
(38) "Index B" nmeans the index for the year prior to index A
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(39) "Index year" neans the earliest calendar year in which the
index is nore than sixty percent of index A

(40) "Adjustnent ratio" neans the value of index A divided by index
B

(41) "Annual increase" neans((—+Ataty—FHfty-nine)) one dollar
and fifty-seven cents per nonth per year of service which anpbunt shal
be increased each July 1st by three percent, rounded to the nearest
cent .

(42) "Separation from service" occurs when a person has term nated
all enploynment with an enpl oyer. Separation from service or enpl oynent
does not occur, and if clainmed by an enployer or enployee may be a
violation of RCW 41.40.055, when an enployee and enployer have a
witten or oral agreenent to resune enploynent with the sane enpl oyer
followi ng term nation.

(43) "Menber account” or "nmenber's account” for purposes of plan 3
means the sumof the contributions and earnings on behalf of the nenber
in the defined contribution portion of plan 3.

Sec. 15. RCW 41.40.790 and 2000 c 247 s 303 are each anmended to
read as foll ows:

(1) A nenber of the retirenment system shall receive a retirenment
al l onance equal to one percent of such nenber's average final
conpensation for each service credit year

(2) In lieu of the retirenent allowance under subsection (1) of
this section, a nenber of the retirement system who elects to
participate under section 16 of this act shall receive:

(a) A nonthly retirenent allowance equal to one percent of such
nenber's average final conpensation for each service credit year; and

(b) An additional retirenent allowance equal to the excess, if any,

of :

(i) One percent of such nenber's average final conpensation for
each service credit year fromthe date of election; over

(ii) The nonthly annuity offset.

(A) The nonthly annuity offset fromthe date of election shall be
the actuarial equivalent value of the nenber's account under chapter
41.34 RCW at separation, fromthe m ninmumcontributions required under

RCW41.34.040 as if it were paid at normal retirenent as a single-life
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annuity wth a three percent annual cost-of-living adjustnent
comenci ng one year fromthe date of nornmal retirenent.

(B) For the purposes of this subsection, "actuarial equivalent”
neans a benefit of equal value when conputed upon the basis of such
nortality tables and requlations as shall be adopted by the director
and reqular interest.

(3) A nenber who elects to participate under section 16 of this act
must, after election, earn at least ten service credit years, or five
service credit years including twelve service credit nonths after age
fifty-four, to be eliqgible for the benefit provided in subsection
(2)(b) of this section.

(4) The retirenent allowance payable under RCW 41.40.820 to a
menber who separates after having conpleted at |east twenty service
credit years shall be increased by twenty-five one-hundredths of one
percent, conpounded for each nonth fromthe date of separation to the
date that the retirenent all owance commences.

NEW SECTION. Sec. 16. A new section is added to chapter 41.40 RCW
under the subchapter heading "plan 3" to read as foll ows:

Beginning July 1, 2007, and through June 30, 2008, nenbers who
exercised an irrevocable option to transfer to plan 3 prior to January
1, 2007, may nmake an irrevocable election, filed in witing with the
departnent, to participate in the prospective contribution and benefit
provi si ons under RCW 41. 34.040 and 41.40.790(2).

Sec. 17. RCW 41.45.061 and 2004 c 242 s 40 are each anended to
read as foll ows:

(1) The required contribution rate for nenbers of the ((pltan—2))
teachers' retirenent system plan 2 shall be ((Hxed—at—therates—+n

efHHeet—on—JHy—1—1996—subject—to—thetoHowmng—
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389 —ehapter—341—Laws—of—1998 and—ROAM- 41 31A-0620)) set at the sane

rate as the enployer conbined plan 2 and plan 3 rate.
(2) The required contribution rate for nenbers of the school

after—Septenber—1,—2000)) be set at the sane rate as the enployer

conbined plan 2 and plan 3 rate.

((64))) (38) The required contribution rate for nenbers of the
public enployees' retirenent system plan 2 shall be set at the sane
rate as the enpl oyer conbined plan 2 and plan 3 rate.

((65))) (4) The required contribution rate for nenbers of the | aw
enforcenment officers' and fire fighters' retirenent systemplan 2 shal
be set at fifty percent of the cost of the retirenent system

(5) The required contribution rates for nenbers of the teachers'
retirenent systemplan 2 shall not include any increase as a result of
this act.

(6) The ((erploeyee)) required contribution rates for nenbers of the
school enployees' retirenent system plan 2 ((uhder—subsections{3)}—and
4)—oef—this—seeti+on)) shall not include any increase as a result of
{ { ary—di-strbutons—pursuant—o—ROAM-41-31A-020—and—44-34A-030)) this

act .

(7) The required contribution rates for nenbers of the public
enpl oyees' retirenent systemplan 2 shall not include any increase as
a result of this act.

(8) The required plan 2 and 3 contribution rates for enployers
shall be adopted in the manner described in RCW 41.45. 060((+
41-45-054-)) and 41.45.070.

((68))) (9) The required contribution rate for nenbers of the
public safety enpl oyees' retirenent systemplan 2 shall be set at fifty
percent of the cost of the retirement system
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Sec. 18. RCW 41.45.070 and 2004 c¢ 242 s 41 are each anended to
read as foll ows:

(1) In addition to the basic enployer contribution rate established
in RCW 41.45.060 ((e+—41-45054)), the departnent shall also charge
enpl oyers of public enployees' retirenent system teachers' retirenent
system school enployees' retirenment system public safety enpl oyees'
retirenment system or Washington state patrol retirenent system nenbers
an additional supplenental rate to pay for the cost of additional
benefits, if any, granted to nmenbers of those systens. ( ( BExcept—as
provi-ded—+n-subseetions {6y —and{FA—ofthis seetion-)) The suppl enent al
contribution rates required by this section shall be cal cul ated by the
state actuary and shall be charged regardless of |anguage to the
contrary contained in the statute which authorizes additional benefits.

(2) In addition to the basic nenber, enployer, and state
contribution rate established in RCW41.45. 0604 for the | aw enf or cenent
officers' and fire fighters' retirenment systemplan 2, the departnent
shall also establish supplenental rates to pay for the cost of
addi tional benefits, if any, granted to nenbers of the |aw enforcenent
officers' and fire fighters' retirenent system plan 2. ({ BExcept—as
provi-ded—+n—subseetion{6)—ofthis—seetion-)) These supplenental rates
shall be calculated by the actuary retained by the |aw enforcenent
officers' and fire fighters' board and the state actuary through the
process provided in RCW41.26.720(1)(a) and the state treasurer shal
transfer the additional required contributions regardless of |anguage
to the contrary contained in the statute which authorizes the
addi ti onal benefits.

(3) The supplenental rate charged under this section to fund
benefit increases provided to active nenbers of the public enpl oyees'
retirenent systemplan 1, the teachers' retirement systemplan 1, and
Washi ngton state patrol retirenment system shall be calculated as the
| evel percentage of all nenbers' pay needed to fund the cost of the
benefit not later than June 30, 2024.

(4) The supplenental rate charged under this section to fund
benefit increases provided to active and retired nenbers of the public
enpl oyees' retirenent system plan 2 and plan 3, the teachers
retirement system plan 2 and plan 3, the public safety enployees’
retirement system plan 2, or the school enployees' retirenent system
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plan 2 and plan 3 shall be calculated as the |evel percentage of all
menbers' pay needed to fund the cost of the benefit, as calculated
under RCW 41.45. 060, 41.45.061, or 41.45.067.

(5 The supplenental rate charged under this section to fund
postretirenment adjustnments which are provided on a nonautomatic basis
to current retirees shall be calculated as the percentage of pay needed
to fund the adjustnents as they are paid to the retirees. The
suppl enental rate <charged wunder this section to fund automatic
postretirenent adjustnents for active or retired nenbers of the public
enpl oyees' retirenment systemplan 1 and the teachers' retirenent system
plan 1 shall be calculated as the |evel percentage of pay needed to
fund the cost of the automatic adjustnents not later than June 30,
2024.

(6) A supplenental rate shall not be charged to pay for the cost of

Laws—ef—1998)) this act prior to July 1, 2007.

NEW SECTION. Sec. 19. The followng acts or parts of acts are
each repeal ed:

(1) RCW 41.31.010 (Annual pension increases--Ilncreased by gain-
sharing increase anount) and 1998 c¢ 340 s 1,

(2) RCW 41.31.020 (Gain-sharing increase anount calculated) and
1998 ¢ 340 s 2;

(3) RCW41.31.030 (Contractual right to increase not granted) and
1998 ¢ 340 s 3;

(4) RCW41.31A 010 (Definitions) and 2000 ¢ 247 s 407 & 1998 c 341
s 311,

(5) RCW 41.31A.020 (Extraordinary investnent gain--Credited to
menber accounts--Persons eligible--Calculation of anount--Contractua
ri ght not granted) and 2003 c 294 s 4, 2000 c 247 s 408, & 1998 c 341
s 312,

(6) RCW 41.31A. 030 (Retroactive extraordinary investnment gain--
Credited to nmenber accounts--Persons eligible--Calculation of anount--
Contractual right not granted) and 1998 c¢ 341 s 313; and
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(7) RCW 41.31A.040 (Retroactive extraordinary investnent gain--
Credited to nmenber accounts--Persons eligible--Calculation of anount--
Contractual right not granted) and 2000 c 247 s 4009.

NEW SECTION. Sec. 20. The benefits provided under this act are
not provided to enployees as a matter of contractual right prior to
July 1, 2007. The legislature retains the right to alter or abolish
t hese benefits at any tinme prior to July 1, 2007.

NEW SECTION. Sec. 21. If any part of this act is found to be in
conflict wth a final determnation by the federal internal revenue
service that is a prescribed condition to favorable tax treatnent of
one or nore of the retirenment plans, the conflicting part of this act
is inoperative solely to the extent of the conflict and with respect to
t he individual nenbers directly affected. This finding does not affect
the operation of the remainder of this act in its application to the
menbers concer ned. The legislature reserves the right to anmend or
repeal this act in the future as may be required to conply with a final
federal determnation that amendment or repeal is necessary to maintain
the favorable tax treatnment of a plan.

NEW SECTION. Sec. 22. Except for section 7 of this act which
takes effect July 1, 2008, this act takes effect July 1, 2007.

~-- END ---
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